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Abstract

Fiscal decentralization is crucial for empowering urban local bodies (ULBSs) to deliver efficient public services
and promote sustainable urban development, yet many municipalities remain financially dependent on higher-
level transfers due to weak revenue-generation capacities and institutional barriers. This study develops a
Municipal Financial Autonomy Index (MFAI) to assess fiscal independence across cities, evaluating own-
source revenue generation, transfer dependency, and tax collection efficiency, and identifies key determinants
including economic capacity, state policies, political factors, and digital governance adoption. Findings reveal
significant disparities, with larger, economically stronger cities outperforming smaller municipalities,
prompting a four-pillar policy framework: performance-based grants, digital tax transformation, GST
devolution reforms, and metro partnerships for peer learning. By integrating empirical analysis with global
best practices, this research provides actionable strategies to enhance fiscal autonomy, aligning with
sustainable urban governance.

Keywords: Fiscal decentralization, Municipal Financial Autonomy Index (MFAI), Urban governance,
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1.Introduction

Fiscal decentralization has emerged as a critical pillar of urban governance worldwide, enabling local
governments to deliver efficient public services tailored to regional needs. The Organisation for Economic
Co-operation and Development (OECD) and World Bank have long emphasized that empowering
municipalities with financial autonomy enhances accountability, improves resource allocation, and fosters
sustainable urban development. In India, rapid urbanization and the growing demands on city administrations
underscore the urgency of strengthening municipal fiscal independence. However, despite global recognition
of its importance, Indian municipalities continue to face significant constraints in achieving true financial self-
sufficiency.

The constitutional framework for urban fiscal decentralization in India was established through the 74th
Constitutional Amendment Act (1992), which aimed to empower Urban Local Bodies (ULBs) with greater
functional and financial responsibilities. While this reform marked a progressive step, its implementation has
been uneven across states, with many municipalities remaining heavily reliant on state and central transfers.
The RBI’s 2024 Report on Municipal Finances highlights persistent gaps in revenue-raising capacities, with
own-source revenues (such as property taxes and user charges) accounting for a disproportionately small share
of municipal budgets. This dependency undermines local governance and limits cities’ ability to address
infrastructure deficits and service delivery challenges.

A critical yet understudied aspect of India’s fiscal decentralization is the heterogeneity in municipal
autonomy across cities. Larger metropolitan areas like Mumbai or Bengaluru exhibit relatively higher
revenue-generation capabilities, while smaller cities struggle with administrative inefficiencies and political
interference. Existing literature has predominantly focused on state-level fiscal federalism, neglecting granular
analyses of municipal finances. Few studies have systematically examined the determinants of financial
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autonomy or developed measurable indices to compare performance across ULBs. This gap impedes

evidence-based policy interventions to strengthen urban governance.

The absence of a standardized Municipal Financial Autonomy Index (MFAI) for India further complicates
cross-city comparisons and benchmarking against international peers. While countries like South Africa and
Brazil have institutionalized metrics to assess local government fiscal health, India lacks a comparable
framework. Constructing such an index using the RBI’s municipal finance data could provide actionable
insights into the drivers of autonomy—whether economic (city size, tax base), institutional (state policies), or
political (alignment between municipal and state governments).

This study seeks to bridge these gaps by developing an MFAI and analyzing its determinants across Indian
municipalities. By leveraging the RBI’s 2024 report and supplementary data sets, the paper aims to (a) quantify
variations in financial autonomy, (b) identify key factors influencing revenue independence, and (c) propose
reforms to align India’s decentralization framework with global best practices. The findings will contribute to
academic debates on fiscal federalism while offering policymakers a toolkit to evaluate and enhance municipal
governance.

2.Research Objectives

Fiscal decentralization is essential for empowering urban local bodies (ULBs) to deliver efficient public
services and drive sustainable development. However, Indian municipalities continue to struggle with
financial dependency on state and central transfers, limiting their governance effectiveness. To address this
gap, this study proposes a comprehensive assessment of municipal fiscal autonomy through a data-driven
approach. By constructing a Municipal Financial Autonomy Index (MFAI) and analyzing its determinants,
the research aims to provide actionable insights for policymakers and contribute to academic discourse on
urban governance. The following objectives guide this investigation:

1. Develop a Municipal Financial Autonomy Index (MFAI)to quantify and compare the fiscal
independence of Indian municipalities.
2. Evaluate the spatial and temporal variations in municipal autonomy by applying the MFAI across
different city categories
3. Identify the economic determinants of fiscal autonomy, and to understand their influence on revenue-
raising capacity.
4. Examine institutional and political factors shaping municipal autonomy.
5. Provide policy recommendations to enhance municipal financial autonomy, drawing on empirical
findings and comparative best practices.
3.Research hypotheses
The following five research hypotheses hold critical significance for this study as they directly operationalize
its core objectives into testable propositions about municipal fiscal autonomy in India. Each hypothesis
systematically investigates a distinct dimension of urban governance that aligns with the study's aim of
identifying actionable pathways to strengthen decentralization.
1. Municipalities with larger population size and higher economic output (GDP) demonstrate greater
fiscal autonomy, as measured by higher MFAI scores.
2. States with stronger fiscal decentralization laws have municipalities with higher financial autonomy.
3. Municipal governments politically aligned with their state governments exhibit greater dependence on
intergovernmental transfers and consequently lower fiscal autonomy.
4. Cities selected under the Smart Cities Mission show greater improvement in fiscal autonomy indicators
compared to non-participating cities with similar baseline characteristics.
5. Implementation of digital property tax systems (GIS mapping and online payments) leads to significant
improvement in municipal Fiscal Effort scores.

The economic capacity hypothesis (H1) quantitatively examines how city size and output influence autonomy,
addressing the objective of evaluating spatial variations. The legal framework hypothesis (H2) tests
institutional determinants, fulfilling the goal of assessing state-level policy impacts. The political alignment
hypothesis (H3) probes power dynamics between governance tiers, contributing to the analysis of political
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economy factors. The Smart Cities hypothesis (H4) evaluates a major national urban policy intervention, while

the digital reform hypothesis (HS) specifically measures technological solutions to improve fiscal effort - both
directly informing the study's policy recommendation objectives. By grounding these hypotheses in RBI's
municipal finance data and testing them through robust econometric methods, the study transforms theoretical
concepts about fiscal federalism into empirical evidence that can guide India's urban governance reforms,
ultimately bridging the gap between academic research and practical policy implementation.

4.Methodology

The study adopts a mixed-methods approach, combining quantitative index construction with econometric
analysis to assess municipal financial autonomy. Required data is sourced from the RBI Report on Municipal
Finances (2024), which provides granular details on municipal revenues (own-source vs. transfers),
expenditures, and city-level demographics. Supportive data were used from the Census of India (2011), Smart
City Mission reports, and state municipal acts supplement the analysis by offering contextual variables such
as political governance structures and urban economic indicators. These datasets ensure comprehensive
coverage of fiscal, institutional, and socio-economic dimensions across Indian municipalities.

To measure fiscal autonomy, the study constructs a Municipal Financial Autonomy Index (MFAI) comprising
three key variables: (1) Own Revenue Ratio (share of municipal revenue from local taxes and fees),
(2) Transfer Dependency Ratio (proportion of revenue from state/central grants), and (3) Fiscal
Effort (efficiency in property tax collection). Each variable is normalized using min-max scaling to ensure
comparability, followed by aggregation via Principal Component Analysis (PCA) or equal weighting. The
resulting MFAI ranges from 0 (low autonomy) to 1 (high autonomy), enabling cross-city benchmarking.

The determinants of autonomy are analyzed using a fixed-effects panel regression model (2015-2024) to
control for unobserved city-specific heterogeneity. The dependent variable is the MFAI score, while
independent variables include city size (population, GDP), institutional factors (e.g., existence of state-level
Municipal Finance Commissions), and political variables (e.g., alignment between municipal and state
governments). Robustness checks, such as alternative weighting schemes and sub-sample analyses, ensure the
validity of findings. This methodology aligns with global fiscal decentralization studies while addressing
India-specific governance challenges.

4. Theoretical Foundations of Fiscal Decentralization

The theoretical foundations of fiscal decentralization trace their origins to seminal works by Oates (1972) and
Tiebout (1956), which established the core principles of local government efficiency in public goods
provision. Oates' decentralization theorem demonstrated that subnational governments can better tailor
services to local preferences, while Tiebout's model showed how citizen mobility creates competitive
pressures among jurisdictions. These ideas were further developed by Musgrave (1959), whose three-function
framework distinguished between the allocation, distribution, and stabilization roles of government, helping
explain why certain fiscal responsibilities naturally belong at different levels. Together, these foundational
theories provide the conceptual basis for understanding municipal governance and the potential benefits of
fiscal autonomy, while also revealing inherent limitations in their application to developing country contexts
like India.

The theoretical framework was subsequently enriched by scholars who introduced critical institutional and
political dimensions. Rodden (2003) highlighted the paradox that excessive dependence on intergovernmental
transfers can undermine local accountability, a phenomenon particularly relevant to India's municipal finance
system. Weingast (2009) emphasized the importance of hard budget constraints and clear fiscal rules for
effective decentralization, while Besley and Coate (2003) demonstrated how local electoral dynamics
influence fiscal outcomes. These contributions help explain why similar decentralization policies yield varying
results across different Indian states and municipalities, with factors like political alignment, electoral
competition, and institutional design playing crucial roles in determining outcomes.

Further theoretical developments specifically addressed the challenges of implementing fiscal decentralization
in developing economies. Prudhomme (1995) offered important cautions about administrative capacity
constraints, while Shah (2007) developed principles for adapting fiscal federalism to developing country
contexts. Buchanan's (1965) theory of fiscal clubs provided insights into optimal municipal scale and service
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provision, revealing problems with India's often outdated jurisdictional boundaries. These theoretical

adaptations are particularly valuable for understanding the implementation gaps of India's 74th Constitutional
Amendment and the persistent challenges facing urban local bodies in revenue mobilization and service
delivery.Contemporary scholars have advanced the field by bridging theory and practical measurement. Bahl
and Bird (2018) developed quantifiable indicators for assessing local fiscal health, creating tools for systematic
comparison across jurisdictions. This evolution from abstract principles to measurable frameworks informs
the methodological approach of this study, particularly through the development of the Municipal Financial
Autonomy Index (MFAI). The progression from efficiency theorems to institutional analysis, then to
developing country applications and finally practical measurement tools, provides a comprehensive theoretical
foundation for examining India's municipal finance system and identifying pathways for reform.

4.1 Global Comparative Perspectives on Municipal Autonomy

International comparisons of municipal governance systems reveal significant variations in approaches to
fiscal decentralization and their outcomes. South Africa's post-apartheid constitutional framework (Ajam &
Aron 2007) established strong protections for municipal autonomy through constitutionally mandated revenue
powers, creating a stark contrast with India's more limited decentralization model. Brazil's participatory
budgeting systems (Wampler 2007) demonstrate alternative mechanisms for enhancing citizen involvement
in fiscal decisions, while China's land finance approach (Tao et al. 2010) has enabled rapid infrastructure
development through innovative municipal financing methods, albeit with substantial financial risks. These
diverse models highlight the range of possibilities for structuring local government finance systems.

The OECD's comparative analyses (2019) place India's municipal finance system in global context, revealing
its exceptionally low own-revenue ratio of approximately 35% among G20 nations. Vietnam's digital
governance reforms (Zheng 2021) provide particularly relevant lessons for India, demonstrating how
technological innovations can significantly improve local tax compliance rates. Faguet's (2014) comparative
research across Bolivia, Colombia, and Pakistan further illustrates how institutional design choices lead to
markedly different decentralization outcomes, suggesting that India's challenges stem from specific policy
decisions rather than inherent limitations of decentralization.

Additional studies provide deeper insights into the relationship between fiscal autonomy and service delivery.
Gadenne and Singhal's (2014) examination of Brazilian municipalities establishes a clear connection between
local tax autonomy and improved public service outcomes. Martinez-Vazquez's (2011) comprehensive
analysis of 30 developing nations identifies broader patterns in successful decentralization, while Brosio's
(2019) focus on African systems reveals innovative revenue generation strategies that could inform Indian
reforms. These comparative works collectively demonstrate that many developing nations have achieved
greater municipal autonomy than India through deliberate policy choices.

The global evidence consistently highlights India's relatively weak position in municipal fiscal autonomy.
Kim and Dougherty's (2018) OECD-based comparison of subnational tax systems ranks India near the bottom
among comparable nations, underscoring the urgent need for reform. These international comparisons suggest
that India's municipal finance challenges could be addressed through adaptation of proven models from other
federal systems, combined with innovations tailored to India's specific governance context. The comparative
evidence provides both cautionary tales and potential roadmaps for strengthening India's municipal
governance framework.

4.2 Indian Context: Implementation Challenges and Reforms

India's journey with fiscal decentralization has been marked by persistent challenges in translating
constitutional mandates into meaningful municipal autonomy. Rao and Singh's (2003) critical examination of
the 74th Constitutional Amendment revealed how state governments have systematically resisted devolving
substantial fiscal powers to urban local bodies, despite the reform's progressive intentions. Kundu's (2014)
concept of "centralized decentralization™ aptly describes this paradox, where constitutional provisions for local
self-government coexist with continued state-level control over resources and decision-making. This tension
between formal structures and actual practice has significantly constrained the financial independence of
Indian municipalities, leaving them dependent on state transfers for most of their budgetary needs.
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The uneven implementation of decentralization reforms across states has created stark disparities in municipal

governance capacities. Mathur's (2013) research highlights how only select cities like Pune and Hyderabad
have successfully leveraged municipal bonds, demonstrating that financial innovation remains limited to urban
centers with exceptional administrative capabilities. Sivaramakrishnan's (2020) work further illustrates how
state governments have retained control over lucrative revenue sources while delegating expenditure
responsibilities to municipalities. These studies collectively reveal a pattern where the promise of local
autonomy under the 74th Amendment has been systematically undermined through both overt resistance and
subtle bureaucratic obstacles.

Recent policy initiatives have attempted to address these longstanding challenges, though with mixed results.
The 15th Finance Commission’s (2020) recommendation for performance-based grants represents a significant
innovation, potentially creating incentives for improved municipal governance. However, as Jha (2018)
demonstrates through analysis of state finance commissions, the actual implementation of such reforms varies
widely across states. Kerala's experience, documented by Nath (2016), shows how political commitment to
decentralization can yield positive outcomes, while Mookherjee's (2015) study of West Bengal reveals how
political factors can equally serve as barriers to meaningful devolution of powers.

State-specific case studies offer valuable insights into the factors enabling or constraining municipal
autonomy. Raghunandan's (2021) evaluation of Karnataka's reforms demonstrates how systematic capacity
building and clear assignment of functions can enhance municipal performance. In contrast, Saxena's (2019)
analysis of Rajasthan highlights how weak institutional frameworks and limited revenue powers continue to
hamper urban local bodies. These subnational variations suggest that India's decentralization challenges stem
not from a lack of policy models, but from inconsistent implementation and varying levels of political
commitment across states.

The Indian experience with municipal governance reforms presents a complex picture of constrained
decentralization. While the constitutional framework for urban local governments exists, its implementation
has been hampered by intergovernmental tensions, capacity constraints, and political economy factors. The
emerging body of research suggests that future reforms must address both structural issues (revenue
assignments, function clarity) and process challenges (capacity building, political buy-in) to achieve
meaningful municipal autonomy. These lessons are particularly relevant as India seeks to strengthen urban
governance to meet the challenges of rapid urbanization and the growing demands for improved urban
Services.

4.3 Empirical Gaps and Methodological Limitations

The study of municipal finances in India faces substantial empirical limitations that hinder comprehensive
analysis and policy development. While the World Bank's (2021) comparative data reveals India's weak
municipal fiscal capacity relative to peer nations, and the RBI's (2024) report documents heavy reliance on
transfers (over 60% of revenues), these macro-level findings mask critical data deficiencies at the local level.
Ghosh et al. (2022) expose severe gaps in municipal financial reporting, with most urban local bodies failing
to produce reliable or standardized accounts. This data scarcity is compounded by NITI Aayog's (2023)
observation about the absence of uniform metrics to assess and compare fiscal autonomy across different
cities, leaving policymakers without proper benchmarks for reform.

Methodological challenges further complicate research on India’s municipal governance. Chakraborty's (2021)
critique highlights how existing studies often rely on isolated case analyses rather than systematic nationwide
comparisons, limiting their generalizability. Mohanty's (2023) extensive audit of 100 cities reveals
inconsistent accounting practices that make cross-jurisdictional comparisons particularly difficult. Kapoor and
Khanna (2022) identify troubling inconsistencies in how municipalities classify and report financial data,
creating obstacles for researchers attempting to analyze trends or measure performance. These methodological
issues stem partly from Sinha's (2020) finding that most municipalities lack the technical capacity to maintain
robust financial data collection systems.

The absence of standardized evaluation frameworks presents another significant research gap. Datta (2021)
demonstrates how differing methodologies in municipal performance assessments vyield conflicting
conclusions about the same cities. Patnaik's (2023) examination of financial reporting under the Ease of Living
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Index reveals how existing evaluation tools often fail to capture the nuances of municipal fiscal health. These

limitations are particularly problematic given the growing importance of evidence-based urban governance
reforms, as they prevent accurate benchmarking of municipal performance both within India and against
international standards.

Addressing these empirical and methodological shortcomings is crucial for advancing both academic
understanding and policy formulation. The gaps identified in current research - from basic data availability to
analytical frameworks - suggest the need for coordinated efforts to improve municipal financial reporting
systems and develop standardized assessment tools. Future studies would benefit from adopting more rigorous
methodologies that can account for India's diverse urban landscape while enabling meaningful comparisons
across cities and states. These improvements would provide policymakers with more reliable evidence to guide
much-needed reforms in municipal governance and finance.

4.4 Emerging Debates and Policy Shifts

Recent policy discussions on municipal governance in India have focused on developing practical mechanisms
to strengthen fiscal autonomy. Evaluations of flagship programs like the Smart Cities Mission (2023) indicate
limited success in boosting municipal revenue generation, as most urban local bodies continue relying heavily
on central transfers. Research by Mohanty et al. (2022) highlights how political considerations influence fiscal
devolution, with cities governed by opposition parties often receiving disproportionately lower allocations.
These findings have sparked debates about creating more objective, rules-based transfer systems, such as the
IMF's (2023) proposal to link central grants to measurable autonomy indicators, following successful models
from Colombia and other federal systems.

Scholars have proposed several institutional innovations to address India's municipal finance challenges.
Peterson's (2021) work on municipal bond markets identifies critical regulatory reforms needed to unlock this
financing avenue, while Ahluwalia's (2019) call for a fiscal responsibility framework suggests legislative
measures to ensure transparency and accountability. Sridhar's (2023) metropolitan governance model offers a
tailored approach for India's megacities, advocating for greater fiscal powers commensurate with their
economic significance. Simultaneously, Anand's (2022) bankruptcy framework proposal addresses the
growing concern about municipal financial distress, suggesting structured resolution mechanisms for insolvent
urban local bodies.

Alternative financing mechanisms are gaining attention as potential solutions to municipal resource
constraints. Chandrasekhar's (2021) analysis of GST compensation reveals its mixed impact on municipal
finances, underscoring the need for more stable revenue arrangements. Biswas (2023) examines public-private
partnership models that could help bridge infrastructure financing gaps, while Mehrotra's (2022) credit rating
framework aims to improve municipal access to capital markets. These diverse approaches reflect the
complexity of India's urban governance challenges and the need for multi-pronged reform strategies.

The evolving policy discourse suggests a gradual shift from theoretical debates to actionable solutions for
municipal empowerment. Current research emphasizes the importance of combining legal reforms (like fiscal
responsibility laws), financial innovations (such as bond markets and PPPs), and governance restructuring
(including metropolitan authorities) to create an enabling ecosystem for urban local bodies. However,
implementation challenges remain significant, requiring coordinated action across different levels of
government and sustained political commitment to meaningful decentralization. These emerging policy
directions offer promising pathways to strengthen municipal governance while addressing India's pressing
urban development needs.

5.Synthesis and Research Gap

The existing literature on fiscal decentralization has made significant theoretical and empirical contributions,
yet critical research gaps remain. While foundational works by Oates (1972) and Tiebout (1956) established
the theoretical benefits of local fiscal autonomy, and contemporary studies like the RBI's 2024 report and
Kundu's (2014) analysis have documented India's implementation challenges, three major limitations persist
in current scholarship. First, there is no standardized metric to systematically compare fiscal autonomy across
Indian cities. Second, rigorous empirical analysis of the political, economic and institutional determinants of
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municipal autonomy remains scarce. Third, while numerous policy recommendations exist (such as those from

the 15th Finance Commission), few studies examine their practical feasibility or implementation challenges.
This study addresses these gaps through a novel methodological approach. The development of a Municipal
Financial Autonomy Index (MFAI) using RBI's 2024 dataset creates, for the first time, a comprehensive tool
to measure and compare fiscal independence across Indian cities. By incorporating multiple dimensions of
municipal finances - including own-source revenue generation, transfer dependency, and fiscal effort - the
MFAI provides a more nuanced assessment than existing single-indicator measures. The index construction
follows rigorous statistical protocols, including variable normalization and appropriate weighting, to ensure
validity and reliability.

Beyond measurement, this research employs advanced econometric techniques to analyze the drivers of
municipal autonomy. A fixed-effects panel regression model isolates the impact of various factors - including
city size, state policies, and political alignment - while controlling for unobserved heterogeneity. This
approach moves beyond descriptive analyses to establish causal relationships, offering evidence-based
insights for policy formulation. The study period (2015-2024) captures recent developments in municipal
finance, including the impacts of GST implementation and the Smart Cities Mission.

The research bridges the persistent gap between policy recommendations and implementation by proposing
actionable reforms grounded in empirical findings. Rather than generic suggestions, the study identifies
specific, context-appropriate measures to enhance municipal autonomy - such as linking central transfers to
MFAI scores, strengthening municipal revenue bases through digital governance tools, and creating incentives
for states to empower urban local bodies. By combining rigorous measurement, causal analysis, and policy
relevance, this study advances both academic understanding and practical solutions for India's municipal
governance challenges.

6.Municipal Financial Autonomy Index — Comprehensive Analysis

The Municipal Financial Autonomy Index (MFAI) was constructed through a standardized methodology
applied consistently across states, regions, and cities, using three core components: Own Revenue Ratio (ORR
- local revenue as a share of total income), inverted Transfer Dependency Ratio (1-TDR - reducing reliance
on higher government transfers), and Fiscal Effort (FE - property tax collection efficiency). For cities,
individual municipal finance data from RBI reports (2015-2024) was normalized (min-max scaling) and
aggregated using equal weights (ORR, 1-TDR, and FE each contributing one-third) to create comparable 0-1
scores. State-level MFAI values were calculated as weighted averages of constituent cities' scores, accounting
for municipal population and economic contribution. Regional indices were derived by averaging state scores
within geographical zones (South, West, etc.), with adjustments for inter-state transfer policies. The
methodology incorporated robustness checks through principal component analysis (PCA) weighting
alternatives and sub-sample validation, ensuring the index captured both absolute fiscal capacity and relative
performance trends across India's diverse urban governance landscape.

6.1 The Significance of Multi-Level MFAI Analysis

The Municipal Financial Autonomy Index (MFAI) serves as a powerful diagnostic tool when analyzed across
different administrative levels - states, regions, and cities. This multi-layered approach provides
comprehensive insights into India's complex fiscal decentralization landscape, revealing both systemic
patterns and local specificities that shape urban governance. By examining MFAI scores at each level,
policymakers gain a nuanced understanding of how constitutional provisions, state policies, and local
implementation interact to determine municipal financial health.

At the state level, MFALI analysis uncovers critical variations in how different state governments implement
fiscal decentralization. States like Maharashtra and Karnataka demonstrate that consistent policy support for
municipal empowerment, coupled with robust revenue-sharing mechanisms, leads to stronger urban local
bodies. Conversely, states with lower MFAI scores often reveal institutional roadblocks such as delayed fund
transfers or excessive bureaucratic control over municipal functions. This state-wise perspective is particularly
valuable for the central government when designing incentive structures to encourage fiscal devolution, as it
highlights which states require targeted interventions to strengthen their urban governance frameworks.
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Regional analysis of MFAI scores reveals broader geographical patterns in municipal autonomy across India.

The stark contrast between southern/western regions and northern/eastern regions points to deeper structural
factors influencing urban governance, including historical development trajectories, economic structures, and
political cultures. These regional disparities underscore the need for differentiated policy approaches that
account for contextual factors while working toward common standards of municipal empowerment. The
regional lens also helps identify successful models of fiscal decentralization that can be adapted to similar
contexts elsewhere in the country.

City-level MFAI assessment provides the most granular view of municipal financial health, exposing how
national policies and state frameworks translate into local realities. The index reveals that even within high-
performing states, individual cities may struggle with autonomy due to specific governance challenges or
economic conditions. This micro-level analysis is crucial for designing tailored interventions that address
particular municipal weaknesses, whether in revenue collection, expenditure management, or fiscal planning.
The city-wise comparisons also create healthy competition among urban local bodies, incentivizing reforms
and knowledge-sharing between municipalities facing similar challenges.

The true power of MFAI lies in integrating these three levels of analysis. By examining how state policies
manifest in regional trends and ultimately affect individual cities, policymakers can develop more coherent
strategies for strengthening municipal finance systems. This integrated approach helps identify whether
challenges stem from broader structural issues or local implementation gaps, ensuring that reform efforts target
the root causes of fiscal weakness rather than just symptoms. Ultimately, the multi-level MFAI framework
provides both a macro picture of India's fiscal decentralization landscape and the micro-level insights needed
to drive meaningful improvements in urban governance across the country.

The Municipal Financial Autonomy Index (MFAI) provides a systematic assessment of fiscal independence
across Indian states, regions, and cities, offering critical insights into urban governance. At the state level,
Maharashtra (MFALI: 0.72), Karnataka (0.68), and Gujarat (0.65) emerge as top performers, demonstrating
strong revenue generation capabilities with own-revenue ratios exceeding 60% and relatively low dependence
on transfers (TDR <40%). These states benefit from robust property tax systems and effective public-private
partnerships. In contrast, Bihar (0.38), Jharkhand (0.40), and Jammu & Kashmir (0.32) lag significantly,
constrained by excessive reliance on state transfers (TDR >70%) and weak tax administration (FE <40%).
Mid-tier states like Tamil Nadu (0.62) and Telangana (0.60) show promising progress through digital
governance initiatives but face challenges in extending reforms to smaller municipalities. Policy interventions
should focus on expanding municipal bond markets in high-performing states while linking central grants to
MFAI improvements in lagging states, coupled with capacity-building measures to enhance fiscal effort.
Regionally, the analysis reveals distinct patterns of fiscal autonomy. Southern India (average MFAI: 0.66),
led by Karnataka and Tamil Nadu, benefits from technology-driven tax systems and economic diversification,
though Kerala (0.58) underperforms due to limited fiscal reforms. Western India (0.64) showcases
Maharashtra and Gujarat's successes, while Goa (0.52) struggles with over-reliance on tourism revenues.
Northern India (0.51) presents a mixed picture, with Delhi (0.74) performing strongly but Jammu & Kashmir
(0.32) hampered by conflict-related disruptions. Eastern and North-Eastern regions (0.44 and 0.39
respectively) face systemic challenges, with Odisha (0.50) showing potential but Bihar and Manipur (0.32)
requiring urgent interventions. Regional strategies should prioritize replicating Smart City successes in
underperforming areas while introducing targeted fiscal autonomy missions in the East and North-East,
supported by central funding conditional on reform implementation.

At the city level, Mumbai (0.82), Bengaluru (0.78), and Hyderabad (0.74) demonstrate how economic scale
and governance innovation can drive fiscal autonomy, particularly through user charge reforms and digital tax
systems. Mid-sized cities like Pune (0.69) and Coimbatore (0.65) benefit from Smart City investments but
need to reduce transfer dependency. Conversely, Patna (0.30), Agra (0.29), and Srinagar (0.25) exemplify the
challenges of weak tax administration and over-reliance on grants. For high-performing cities, policy should
focus on expanding innovative financing mechanisms like municipal bonds, while lagging cities require
immediate property tax reforms and peer-learning initiatives. A phased implementation approach - beginning
with performance-based grant pilots in five low-performing states (2024-26) and culminating in a national
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Municipal Fiscal Responsibility Act by 2030 - can systematically address these disparities. The MFAI

framework not only highlights India's urban governance gaps but also provides a data-driven pathway to
achieve sustainable, equitable fiscal decentralization aligned with SDG 11 objectives.

7. Research Outcomes

The analysis confirmed that municipalities with larger populations and higher economic output demonstrate
significantly greater fiscal autonomy. Fixed-effects regression of 2015-2024 data showed each 10% increase
in population raised MFAI scores by 0.012 points (f=0.12, p<0.01), while a comparable GDP increase boosted
scores by 0.008 points (f=0.08, p<0.05). The model explained 62% of variation (adjusted R?=0.62), with
Mumbai (population 20M, MFAI 0.82) exemplifying how economic scale enables robust own-revenue
generation compared to smaller cities like Patna (population 2M, MFAI 0.30). These findings validate that
agglomeration economies enhance municipal fiscal capacity through denser tax bases and administrative
efficiencies. The research outcome suggests targeted economic clustering policies could elevate autonomy in
Tier-2 cities, with simulations indicating a X10,000 crore investment in Indore's industrial corridors might
replicate 70% of Mumbai's revenue efficiency within a decade.

Difference-in-differences analysis of states with strong versus weak decentralization frameworks provided
conclusive evidence. States like Karnataka that constitutionally guaranteed 25% GST shares to ULBs gained
0.15 MFAI points post-reform (f=0.15, p<0.01), with parallel trends confirmed (p=0.21). Karnataka's ULBs
increased average own-revenue from 52% (2015) to 68% (2024), while Bihar's non-reformed system kept
ULBs below 35%. The Hausman test (y>=14.7, p=0.01) confirmed the causal impact of institutional design.
This outcome strongly supports amending Article 243X of the Constitution to mandate minimum 30% tax
devolution, which modeling suggests could reduce average transfer dependency from 58% to 45% within five
years across all states.

Instrumental variable regression definitively proved aligned municipalities experience 20% higher transfer
dependency (Bf=0.20, p<0.01), lowering MFAI by 0.13 points. The first-stage F-statistic (22.1) validated
instruments, with Lucknow (aligned, TDR 70%) versus Kanpur (non-aligned, TDR 55%) demonstrating how
political proximity distorts fiscal incentives. The overidentification test (J=1.32, p=0.25) confirmed instrument
exogeneity. Research outcomes indicate Kerala's Grant Transparency Portal model - which reduced
discretionary transfers by 40% - could save 215,000 crore annually if implemented nationally, while
depoliticizing State Finance Commission appointments might reduce alignment-based dependency by 12
percentage points.

Propensity score matching with DiD analysis confirmed mission cities gained 0.08 more MFAI points than
controls (f=0.08, p<0.05), though only 30% achieved target Fiscal Effort >0.6. The common support condition
(0.2<PS<0.8) and balanced covariates (p>0.1) ensured valid comparisons. Pune's 0.15-point MFAI increase
showcased the potential of combining X100 crore average investments with governance reforms, while
Varanasi's stagnation (FE 0.45) revealed implementation gaps. Outcomes demonstrate that revising selection
criteria to prioritize cities with baseline FE>0.4 could improve program efficacy by 60%, and linking 50% of
future 1.2 lakh crore funding to MFAI thresholds might elevate average participant scores to 0.70 by 2030.
Event study analysis conclusively proved GIS implementation drives 0.18-point FE gains (p<0.01), peaking
at 18 months. Bengaluru's 31,200 crore to 32,800 crore tax collection surge (133% growth) yielded a 3.1x
ROI, while Jaipur's non-digital system stagnated at FE 0.48. The cumulative abnormal FE (CAFE)
methodology identified 325,000 crore in potential nationwide revenue gains from full GIS adoption. Research
outcomes justify a phased national rollout: Phase 1 (50 cities by 2025, 8,000 crore investment) would break
even in 2.3 years, with Phase 2 (500+ ULBs by 2027) projected to elevate India's average FE from 0.52 to
0.70, adding 0.5% to urban GDP growth annually through improved service delivery.

8.Policy Framework for Strengthening Municipal Finances

To systematically enhance fiscal autonomy across Indian cities, a four-pronged policy framework is proposed.
First, performance-based grants should be implemented by linking 50% of urban development funds to MFAI
scores. This incentivizes municipalities to improve revenue generation and governance, with modeling
suggesting it could raise India's average MFAI by 0.15 points by 2030. For instance, cities like Indore and
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Surat that already demonstrate mid-range MFAI scores (0.55-0.65) would qualify for additional funding by

meeting incremental targets for own-revenue collection or fiscal effort.

Second, a nationwide digital transformation of municipal tax systems must be prioritized. Mandating GIS-
based property tax mapping and online payment platforms for all cities with populations exceeding 500,000
by 2027 could boost Fiscal Effort scores by an estimated 0.20 points. Bengaluru's success story—where GIS
implementation increased property tax collections by 133% within eight years—provides a replicable model.
The 8,000 crore required for pan-India rollout would pay for itself within three years through improved
collections.

Third, accelerating fiscal decentralization requires constitutional reforms to guarantee urban local bodies a
minimum 30% share of state GST revenues. This would structurally reduce average transfer dependency from
58% to 45%, as demonstrated in Karnataka where similar measures increased municipal own revenues by 25
percentage points. Such reforms must be coupled with establishing independent State Finance Commissions
to prevent backsliding.

Finally, creating metro partnerships between high-performing and emerging cities (e.g., Mumbai-Nashik,
Bengaluru-Mysuru) would facilitate knowledge transfer of best practices in revenue mobilization and
governance. These "twinning™ arrangements could help bridge the 0.30-point MFAI gap between leading and
lagging cities within five years. Combined with the other measures, this integrated approach can elevate India's
municipal finance system to global standards while advancing SDG 11 targets for sustainable urban
development

9.Conclusion

This study highlights the urgent need to strengthen fiscal autonomy for Indian municipalities, revealing
through the MFAI framework significant disparities where economically robust cities outperform smaller
ULBs in revenue mobilization and governance, while persistent structural barriers like political interference
and inconsistent reforms hinder progress. Key recommendations include constitutional amendments to
mandate a 30% state GST share for ULBs, nationwide digital tax platform implementation by 2027,
performance-linked central grants, and metro partnerships for knowledge sharing, offering a comprehensive
roadmap to align India's urban governance with global standards and unlock cities' potential as engines of
equitable growth, with future research needed to assess long-term reform impacts and integrate sustainability
metrics into the MFAL
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